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. SITUATION AND TRENDS
N EURCEn

&g the year 1962 nears an end, the rate of growth of business activity in
Vi estern Europe is leveling off at a pace which, although substantial, is con-
siderably below the rates that prevailed during 1958-60. The cutlock for the
next 12 to 18 months is for continuance of the present rates of growth at 4 to
5 percent, based on an expectation of certain shifts in demand for European
output, and an accompanying moderate deterioration in the balance of paye
mignts position of the major Durcrean ceuntries that will bring a moderate
improvement in the basic US balance of payments poaition.

}. General Econorude Trends

Stimulated by the completion of postwar recovery in Europe, risiny ine
cornes over most of the world, increasing demand {or {ndustrial products,
and the imminence of & now tarif{ structure for the six couniries of the Come-
mon Market, business activity in ¥Western Europe rose vapidly after 1937,
The average rate of growth of industrial production in Western Europe as a
whole increased from less than 2 pereent in 1953 to a remarkable 10 percent
in 1960 {sce Table 1¥). The main impetus to growth carme from a high level
of investment activity within Europe (in part reflecting 2 move by US and
other noncontinental industrics to ccquire productive assets behind the Comne
wmon Market tariff wall) and {rouu & rapldly rising Yevel of exports both to

% P, 6, below.

FOR CIFICIAL USE CNLY

_Sanitizt_éd_ - Approved For Release : CIA-RDP71T00730R000400040001-4'




wrepean countries and to the rest of the world, including the US (sce
- In very large part, also, the high level of business activity was
iy promoted by government policies in Western Europe.

-ue rapid expansion of Luropean exports during this period was trace-
«ole to the improved compstitive poaition of Furope in world markets. Pro-
ductive capacity was being modernizad and expanded rapidly, aad European
pricec remained relatively constant, Labor productivity in important gectors
rose significantly as a result of the neow capacity. In the larger continental
countries, productivity rose more rapidly than did wages. Profits expanded,
and prospects were bright. At the same time, rising US prices and sagging
export eiforts enabled European goods to compete more successfully with US
cemrmodities throughout the world. '

The decline in the rate of growth of Zuropean industrizl production that
began in 1960 resulted from an expected decline in the volume of foreign in-
vestment in the Common Market countries, from declining rates of domestic
iuvestment as rising wages and lese rapidly rising prices narrowed profit
margins, and from a slowing pace in the growth of cxports., Foreign invest-
ment, which had flowed to Europe in anticipation of the Common Market
tariff wall, declined as large international companies acquired productive
capacity on the Continent. The movement of private US capital into Europe
reachoed a peak in 1960, reflecting the volume of divect investment by US
cecrporations and of new foreign security issues marketed in the US. The
low of orivate US capital to Eurcpe, althourh declining since 1960, remains

AS el
alfid,

Since 1959, average prices in Eurcpe have been rising. Furthermore,
revaluation of the German mark and the Dutch guilder in March 1961 raised
those countries® prices in terms of other curroncies, Mecanwhile the general
level of US wholesale prices has shown no not change since 1938, and averase
prices of industrial commodities have been stable since 1959. The resulting
iraprovement in the US competitive position has been accompanied by declin-
ing rates of export growth for European countries. The declining rate of in-
crease in export volume has been due not only to miore intense competition

* .17, below.
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for world markets but also ts risin- congwmer demand within Europe (zsce
Tzble 3%). Rapidly ricing wages coupled with a high level of employmeunt
apparently have permitted people throughout Surope to make effective a
latent demand for a wide variety of consuruer goods and thus have supported
significant increases in living standavds at all incoine levels.

2. US-European Trade

Trade between the US and Western Eurcpe has reflected the divergent
growth rates and price ireads that bave characterized the two large indus-
trial arcas since 1958. DBetween 1958 and 1960, when European industrial
production was expanding rapidly, the US economy recovered only slowly
irom the 1958 recession. After 1960, however, as US economic activity |
quickened, the rate of European economic expansion declined. US exports
to Burope changed little between 1938 and 1959, but in 1960 they increased
by nearly 40 percent. At the same time, however, US imports from Europe
increased by nearly 40 percent in 1959, but in 1560 they zctually declined. '
In 1961, US exports remained at the high level of the preceding year {$6.3
biliion), while US imports continued to decline, but by only 3 percent.

As a result of these changes, the U3 export surplus to Europe, which
in 1958 was $1. 2 billion and was climinated in 1959, not only reappeared
but was nearly doubled in 1960, reaching $2.1 billion. In 1961 this export
surplus rose elightly, to $2. 2 billion. During the first half of 1962, US
imporis from Europe again started to rise, and a2lthough exports continued
upward, the more rapid import expansion caused a decline in the export
surplug (see Table 4%%),

3. ProsEects

In the second balf of 1961 the Cecline in Eurcpean industrial growth leveled
off from an average annual rate of 8§ percent in 1958-60 to one of 4 to 5 per-
cent, a rate that has been maintained thus far in 1962, The preponderance of
economic opinion, both in the US znd in Europe, oxpects the current rate of

v P Ereorers
g2 p, 7+ below.
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sizable import surplus. Even under such conditions, however, dumping by
Zuropean producers in the US market would be unlikely because of the
buoyant conditions postulated for the US. In order for dumping in the usual
sense ~-- that is, sales abroad below domestic prices and cost =- to be wide~
spread, it would be necessary for markets both in Europe and in the US to
be undergoing stagnation or contraction. Such conditions appear unlikely
for the foreseeable.future.

Although the slower pace of economic growth in Western Europe may
result in some decrease in the value of US exports to the area, it seems
likely that the over-all effect on the US balance of payments will prove to
be beneficial. Exports to Europe are likely to remain high because Euroc-
pean incomes are expected to rise and because reciprocal tariff reduction
is expected to be followed by export expansion. Although rising US income
will be accompanied by rising imports, as long as US prices remain com-
petitive, imports will rise no more rapidly than income. Thus, if Euro-
pean and US incomes grow at roughly the same rate, and especially if tariff
revisions are followed by expansion of exnorts, it seems likely that the US
export surplus with Europe will remain at approximately the current level.
Attracted by investment opportunitics, US business in the past few years
has made very sizable investments in Western Europe, contributing thereby
to the US balance of payments deficit. The currently slower rate of economic
_growth in Western Europe, and particularly the slackening of planned invest-
ment activities, may be expected to reduce US exports of capital to the area, -
decreasing thereby the US balance of payments deficit on capital account.
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Rates of Grovbh of Industrinl Production
in Vestern Burope

1957 =60

Furo; Eic &/ Eroa B/
LRIO0S@

31993 1.5 2.9 0.0
1999 » Gau 6.3 5.0
’ 9.9 : 11.8 T2
PSS Y | k.5 R 1.5

Cuarterly (seasonall

adjusted
ym_].:_ {1st quorter) 5.0 7.1 1.5
<SG
L2L {end quarter) 5.2 6. 2
e |
32 (3rd quorter) 2.3 5.6 . o2
ooy

550 (bth guarter) .1 5.6 . 0.0
(1s% guarter) L.

1992 (znd querter) has 6.0 0.7

3 2§ g A LTe : oy g
Source: Orgunlzetion for Iuropoint Covperation and Development, iinin
£ —

Eeoncrie Indicators, Aunguel 1902,

e, Buropesn Leonomle Courminlty.
b. Furopesn Free Trade Aren.
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Poole
US Trode with Westorn Burope;
Value nnd Rote of Choage
19536 2
US Exports U3 Imporis
to from - Het U3
¥Western Turope Veotern Lurope Exports
Billion Dollaxs
1953 b5 203 1.2
1359 b.s 5 Nezl.
l9izu ) (}-3 ‘;‘12 E.l
1961 6.3 4.1 2.2
Janunry-June
19\/?:1. . 3.1 1‘9 103
1952 303 2.3 1.0
Annuel Rates of Growth (Percent)
1959 )
1955 0.5 fe
1960 U
1901
'3:%5'5 0.k -2.8
Jamuary-June
1oz . A
oo L3 20,3
Sources; Departument of Comierce, T7F15 Gtoclobionl Penurt'sj Part 3,
No. 6l-ll, and Internstion: l Cozz;;mrcc, J Octover 1902
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The French economy, in rccent years, hos shown remarkable strength
and buo"ancy. The'average cumund rate of growih of French GNP during
1950-60 was 4. 3 percent, and ¢fficin! soverumnent policy, as set forth in
the Fourth Flan of Economic and Socicl Levelopment, establishes a srowth
target of 5.5 percent a m:‘.ii -m:;‘;.. 19465, 4 e stinmwulus to growth has
been especially atrong cince iz revuluation of the French franc at the en
of 1958, with the total increzac in ;,:c,:.s culpat {rom 1959 through r:ud-l“ 62
amounting to about 30 percent.

e

There are signs, however; thot tho rote of srowth in the second half
of 19462 has slackened someviat. Tho backiog of unfilled orders has de-
creased in the capital goods sccior. The vy *M"n; Ligh rate of growih of
private investment haa uedmc& Irome 13.5 percont from 1960 to 1951, to
7.5 percent from 19561 to 196 I': apite of come *“clatc.i instances of lay-
offs, most sectors of the T'f'e*lc:x eCononLy are wu.d suffering from a shortage
of both skilled and unskilled laboyr, and althouzh the influz of foreign labor
is expected to increase, shor tages appear o 1-£3ii3 t business expansion.
Nevertheless, the French econony is cxpected to continue to operate at o
high level. :

O months of 1963 increasced
1&.ing, reriod in 1961, cx-
arly 11 percent. COvere

Although over-all Frenck cimports in the fies
only about 2.9 percent comparcd with the corres
Ports to nonfranc areas rc gictered an increase o
all imports during the same poricd showed an increzse of nearly 12 perce:;_,
with imports from nenfranc o *r:.: 133&&3;4“1‘; anly 8. 6 percent. The con
tinuing French export surplus contributed to & furihier improvement in the
Frem:h balance of poymentis that perinitted early repaymient of Fronch in-
debtedness to both Canada and the UL,

f"?

mr‘ iv 1

With the F rench cconcr:‘y coztinuing to eporate at near ca apacity, trade
with the US fe cxpected to remain at a ht g lovel. Some reduction must be
expocted in US exports of ag TE\‘\.: tur :::.1 products, a3 French production ~-
stimulated by the protective features of the Common Market's agricultural

.13
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policy == increases and therabhy rody o3 druport reguiroments. At the sae
time, howaever, exports of o ory in 1953 may be expected to increase

further as ¥rench industry continuos & rrine and expand its plant.
The hich operating level of Ironch inductry si i

hould 2loo ensure a rising dee
mand for US exports of industvizl row malerials, ond continuing hizh con-
sumer demand should perniit increases in US enports of consumer goods,

...}4,.
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Prospects for growth in the Italian economy continue bright in spite of
the emergence of some uncertaintics. The anticipated increase in GNP dur~
ing 1962 is some 7 percent conipared wi“= 8 perceat in 1961 and an average
annual rate of 5.7 percent from 1930 to 1960, Incustrial output is expected
to increase an additional 11 percent in 1962, and agriculture and services

are expected to continue their steady progrese.

Postwar growth in Italian production has found a major stimulus ina
rapidly expanding foreign demoend. Lxports increased by 155. 7 percent
from 1955 to 1961. Current signs of a decline in foreign demmand would be
viewed far more seriously wore it not for susiained and rapid growth of the
domestic market. A relatively high level of ermployment coupled with in-

) Y

creased wages has sparked an incrense in consumer demand for both geods
1.,

(2

.

and services. Investment has becon maintzined at a high level, and assur-
ances of its continuation or acceleration arc to be fsu*zd in the variety of
long-term programs for the development of Italian industry, communications,
agriculture, housing, and the like. A final factor favorable to further ex-
pansion i3 the reportedly low level of current inventories throughout the
industrial complex.

In spite of increasing labor costs, Italian industry cshould be able to
maintain its competitive position in foreign markets in view of the fact
that, at least until recently, pro évccivity saing have outstripped wage in-
creases and the wage scale otiil remains below that prevailing in the other
irdustrialized Commion Market cauntrmo. Italy's strong internatioral re-
sarve position, which already has made possible the advance repayment ©
several Marshall Plan leans as well as Ioun. under the PL 480 p*o*&r&m. is
expected to continue.

Prospects for US trade with Italy would appear to be favorable, par-
ticularly with respect to exports of industrial r.‘.&tcrials and capital equip-~
A

ment in support of the Ialian lavestment pregr?m. Although the full impact
of the Common Market's agricultural policy inatitu d on 31 July of this year

.15 -
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cannot be {ully judged as yet, it is possible that US exports to Italy may
benefit. Italian adoption of this policy will require the removal of quanti-
tative restrictions on imports of certain US grains and poultry and thus
the elimination of the largest remaining arca of dollar discrimination.
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